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Foreign Direct Investment and 







It has been often argued that pollution-intensive industries locate in 
places with weak environmental standards, turning these locations into 
“pollution havens”. The present paper tests the pollution haven 
hypothesis employing a matched data on foreign direct investment 
flows and environmental stringency for Eastern Europe. Exploiting the 
panel data properties we are able to address omitted variable bias, 
specification, and measurement errors, which weaken many empirical 
studies. Our results suggest that environmental stringency indeed 
affects location choice in Eastern Europe. However, weak 
environmental levies are a significant attraction for foreign direct 
investment only from developing and transition countries. 
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